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(e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.

(f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.

(g) Computation of Net Capital.

(h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.
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(G} A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-3 and the
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M. Portnoy CPA, P.C.

Certified Public Accountant
559 West 45 St.

0 Jericho Turnpike, Suite 102
410 Jericho p New York, New York 10036

Jericho, New York 11753

INDEPENDENT AUDITOR’S REPORT

To the Board of Directors
Avalon Securities, Ltd.
New York, New York

I have audited the accompanying statement of financial condition of Avalon Securities, Ltd. as at
December 31, 2004 and the related statements of income, changes in stockholder’s equity, and
cash flows for the year then ended. These financial statements are the responsibility of the
Company’s management. My responsibility is to express an opinion on the financial statements
based on my audit.

I have conducted my audit in accordance with auditing standards generally accepted in the United
States of America. Those standards require that I plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and the disclosures in the
financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement
presentation. I believe that my audit provides a reasonable basis for my opinion.

In my opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of Avalon Securities, Ltd. as of December 31, 2004, and the results of its
operations and cash flows for the year then ended in conformity with accounting principles
generally accepted in the United States of America.

My audit was conducted for the purpose of forming an opinion on the basic financial statements
taken as a whole. The information contained in the accompanying supplementary schedule is
presented for purposes of additional analysis and is not a required part of the basic financial
statements, but is supplementary information required by rule 17a-5 of the Securities and
Exchange Commission. Such information has been subjected to the auditing procedures applied
in the audit of the basic financial statements and, in my opinion, is fairly stated in all material
respects in relation to the basic financial statements taken as a whole.

i, GAPC

M. PORTNOY CPA, P.C.

K4

New York, New York
February 25, 2005

Tel. (212) 997-5060 / Fax (212) 997-5055 / E-mail: MikePortnoyCPA@AOL com



AVALON SECURITIES, LTD.
STATEMENT OF FINANCIAL CONDITION

DECEMBER 31, 2004

ASSETS

Current assets

Cash 8.793
Total current assets $ 8,793
Other assets _4.292
Total assets 13,085

STOCKHOLDER’S EQUITY

Stockholder’s equity

Capital stock ~ authorized: 1,000 shares no par value,

issued and outstanding: 100 shares $8,000

Stockholder’s undistributed income 5,085
Total stockholder’s equity $13,085
Total liabilities and stockholder’s equity $13,085

The accompanying independent auditor’s report and notes to
financial statements are integral parts of this statement.

M. Portnoy CPA, P.C.
Certified Public Accountant



AVALON SECURITIES, LTD.

INCOME STATEMENT

YEAR ENDED DECEMBER 31, 2004

Revenues
Interest income

Expenses
Broker dealer expenses
Professional fees
Taxes
Expenses reimbursed by affiliate

Total expenses

Net income

The accompanying independent auditor’s report and notes to
financial statements are integral parts of this statement,

$1
$ 1,792
2,250
9

(4.051)
0
31

M. Portnoy CPA, P.C.

Certified Public Accountant



AVALON SECURITIES, LTD.
STATEMENT OF CHANGES IN STOCKHOLDER’S EQUITY

YEAR ENDED DECEMBER 31, 2004

Stockholder’s undistributed income — beginning of year $21,116
Net income 1
Less: shareholder distributions (16,032)
Stockholder’s undistributed income - end of year $ 5,085

The accompanying independent auditor’s report and notes to
financial statements are integral parts of this statement,

M. Portnoy CPA, P.C.
Certified Public Accountant



AVALON SECURITIES, LTD.

5
STATEMENT OF CASH FLOWS
YEAR ENDED DECEMBER 31, 2004

Cash provided by operating activities:

Net income § 1
Adjustments to reconcile net income to net cash provided by operating activities:

Decrease in prepaid expenses and other current assets $ 18,500

(Increase) in other assets (1,927)
Total adjustments 16,573
Net cash provided by operating activities 16,574
Shareholder distributions (16,032)
Net increase in cash | 542
Cash and cash equivalents at beginning of year _ 8251
Cash and cash equivalents at end of year $ 8,793

Supplemental disclosures of cash flow information:

Cash paid during the period for:
Interest $0
Income taxes $0

Disclosure of accounting policy:

For purposes of the statement of cash flows, the Company considers all highly liquid
debt instruments with a maturity of three months or less to be cash equivalents.

The accompanying independent auditor’s report and notes to
financial statements are integral parts of this statement.

M. Portnoy CPA, P.C.
Certified Public Accountant



NOTE 1 -

NOTE 2 -

NOTE 3 -

AVALON SECURITIES, LTD.

NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2004

Nature of Business

Avalon securities, Ltd. (the “Company”) is a registered securities broker-dealer
that arranges private and public placements of debt and equity financing for
clients throughout the United States.

Summary of Significant Accounting Policies

Income Taxes

The Company, with the consent of its stockholder, has elected treatment as a
small business corporation under Subchapter S of the Internal Revenue Code and
the related provision of the New York State Franchise Tax law. Under the
aforementioned provisions, corporate income or loss and any tax credits earned
are included in the stockholder’s individual federal and state income tax returns.
The Company is subject to New York State S Corporation and New York City
income tax.

Use of Estimates

The preparation of financial statements in conformity with generally accepted
accounting principles requires management to make estimate and assumptions
that affect the reported amounts of assets and liabilities and disclosure of
contingent assets and liabilities at the date of the financial statements and the
reported amounts of revenues and expenses during the reporting period. Actual
results could differ from those estimated.

Related Party Transactions

The Company is affiliated through common ownership with a private investment
bank, Avalon Group, Ltd. (“Group”), that provides advisory services regarding
acquisitions, divestitures, valuations, restructuring and financings. The Company
and Group have agreed that Group will pay for all expenses of the Company and
provide rent free of charge, without recourse.

M. Portnoy CPA, P.C.
Certified Public Accountant



NOTE 4 -

NOTE S -

NOTE 6 -

AVALON SECURITIES, LTD.
NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2004

Concentration of Credit Risk

The Company maintains a cash account at a bank, which is insured by the
Federal Deposit Insurance Corporation up to $100,000.

Special Reserve Account

The Company is not required to maintain a special reserve bank account for the
protection of customers as required by rule 15¢3-3 of the SEC under Section
k(20)ii of the Rule.

Net Capital Requirements

The Company is subject to the Securities and Exchange Commission Uniform
Net Capital Rule (Rule 15¢3-1), which requires the maintenance of minimum net
capital and requires that the ratio of aggregate indebtedness to net capital, as
defined, shall not exceed 15 to 1. At December 31, 2004, the Company had a net
capital of $8,793 which was $3,793 in excess of its required net capital of $5,000.
The Company’s ration of aggregate indebtedness to new capital was 0 to 1.

M. Portnoy CPA, P.C.
Certified Public Accountant



AVALON SECURITIES, LTD.

COMPUTATION OF NET CAPITAL
PURSUANT TO RULE 15¢3-1

DECEMBER 31, 2004

SUPPLEMENTARY SCHEDULE

Stockholder’s equity $ 13,085
Non allowable assets (4,292)
Net capital 8,793
Capital required ' (_5.,000)
Net capital in excess of requirement _ $§ 3,793

No material differences exist between this schedule and Focus Report Part 11A filed by the
Company.

Computation for Determination of Reserve Requirements under Exhibition A of Rule 15¢3-3:
Member exempt under 15¢3-3 (k) (2) (i).

Information relating to possession and control requirements under Rule 15¢-3;
Member exempt under 15¢3-3 (k) (2) (1).

Schedule of Segregation Requirement and Funds on Deposit in Segregation: Member has no
requirement.

M. Portnoy CPA, P.C.
Certified Public Accountant



SUPPLEMENTARY REPORT OF INDEPENDENT AUDITOR

To the Board of Directors
Avalon Securities, Ltd.
New York, New York

In planning and performing my audit of the financial statements of Avalon Securities, Ltd. For
the year ended December 31, 2004, I considered its internal control structure, including
procedures for safeguarding securities, in order to determine my auditing procedures for the
purpose of expressing my opinion on the financial statements and not to provide assurance on the

internal control structure.

Also, as required by rule 17a-5(g)(1) of the Securities and Exchange Commission (“SEC”), I have
made a study of the practices and procedures (including tests of compliance with such practices
and procedures) followed by Avalon Securities, Ltd. that I considered relevant to the objectives
stated in rule 17a-5(g), in making periodic computations of aggregate indebtedness and net capital
under rule 17a-3(11) and the procedures for determining compliance with the exemptive
provisions of rule 15¢3-3. I did not review the practices and procedures followed by the
Company in making quarterly securities examinations, counts, verifications, and comparisons,
and the recordation of differences required by rule 17a-13 or in complying with the requirements
for prompt payment for securities under Section 8 of Regulation T of the Board of Governors of
the Federal Reserve System; and in obtaining physical possession or control of all fully paid and
excess margin securities of customers as required by rule 15¢3-3 because the Company does not
carry securities for customers or perform custodial functions relating to customer securities.

The management of the Company is responsible for establishing and maintaining an internal
control structure and the practices and procedures referred to in the preceding paragraph. In
fulfilling this responsibility, estimates and judgments by management are required to assess the
expected benefits and related costs of internal control structure policies and procedures and of the
practices and procedures referred to in the preceding paragraph and to assess whether those
practices and procedures can be expected to achieve the Commission’s above mentioned
objectives. Two of the objectives of an internal control structure and the practices and procedures
are to provide management with reasonable, but not absolute assurance that assets for which the
Company has responsibility are safeguarded against loss from the unauthorized use or disposition
and that transactions are executed in accordance with management’s authorization and recorded
properly to permit preparation of financial statements in conformity with generally accepted
accounting principles. Rule 17a-5(g) lists additional objectives of the practices and procedures
listed in the preceding paragraph.

Because of inherent limitations in any internal control structure or the practices and procedures
referred to above, errors or irregularities may occur and not be detected. Also, projection of any
evaluation of them to future periods is subject to the risk that they may become inadequate
because of changes in conditions or that the effectiveness of their design and operation may

deteriorate.

M. Portnoy CPA, P.C.
Certified Public Accountant



SUPPLEMENTARY REPORT OF INDEPENDENT AUDITOR
10

To the Board of Directors
Avalon Securities, Ltd.
New York, New York
Page Two

My consideration of the internal control structure would not necessarily disclose all matters in the
internal control structure that might be material weakness under standards established by the
American Institute of Certified Public Accountants. A material weakness is a condition in which
the design or operation of the specific internal control structure elements does not reduce to a
relatively low level the risk that errors or irregularities in amounts that would be material in
relation to the financial statements being audited may occur and not be detected within a timely
period by employees in the normal course of performing their assigned functions. However,
recognizing it is not practicable in an organization the size of Avalon Securities, Ltd. To achieve
the division of duties and cross-checks generally included in a system of internal control and that
alternatively greater reliance must be placed on surveillance by management, I noted no matters
involving the internal control structure, including procedures for safeguarding securities, that I
considered to be material weaknesses as defined above.

I understand that practices and procedures that accomplish the objectives referred to in the second
paragraph of this report are considered by the SEC to be adequate for its purposes in accordance
with the Securities Exchange Act of 1934 and related regulations, and the practices and
procedures that do not accomplish such objectives in all material respects indicate a material
inadequacy for such purposes. Based on this understanding and on my study, I believe that the
Company’s practices and procedures were adequate at December 31, 2004, to meet the SEC

objectives.

This report is intended solely for use of management, the Securities and Exchange Commission
and the National Association of Securities Dealers, Inc. which rely on Rule 17a-5(g) under the
Securities and Exchange Act of 1934 and should not be used for any other purpose.

M. Portnoy CPA, P.C.
Certified Public Accountant



